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SUBJECT: BENGUELA RAILROAD 

REF: STATE 293176 

1 . PER REFTEL, FOLLOWING PROVIDES ECONOMIC ANALYSIS OF COSTS 
OF CLOSURE OF BENGUELA RAILRAOD. ZAIRE HAS ADJUSTED TO THE 
CLOSING OF THE BENGUELA, ALTHOUGH NOT WITHOUT CONSIDERABLE COST. 
BEFORE ITS CLOSURE, THE BENGUELA CARRIED ABOUT ONE QUARTER TO 
ONE-THIRD OF ZAIRE'S COPPER EXPORTS. ZAIRE HAS SUCCESSFULLY 
DIVERTED THIS TRAFFIC TO THE SOUTHERN ROUTE THROUGH RHODESIA. 

THE QUANTITY OF GEC AMINES COPPER DILIVERED TO PORT AND LOADED ON 
SHIPS IN 1976 WILL PROBABLY FALL SHORT OF THE COMPANY'S ORIGINAL 
PROJECTIONS, BUT THIS SHORTFALL IS DUE PRINCIPALLY TO THE FACT 
THAT PRODUCTION ITSELF IS RUNNING 12 PER CENT OFF THE PROJECTED 
PACE. ADMITTEDLY, THE CLOSURE OF THE BENGUELA HAS CONTRIBUTED 

TO GECAMINES PRODUCTION PROBLEMS, BUT FOREIGN EXCHANGE SCARCITIES 
HAVE PROBABLY BEEN A MORE SIGNIFICANT CAUSE OF THE PRODUCTION 
SHORTFALLS. 

2. EXPORTS OF PRODUCTS SUCH AS MANGANESE, TIN AND ZINC HAVE MORE 
CLEARLY BEEN HURT BY THE CLOSURE OF THE BENGUELS, BUT THESE 
PRODUCTS ARE MUCH LESS IMPORTANT THAN COPPER IN TERMS OF OVERALL 
FOREIGN EXCHANGE EARNINGS. WE WOULD ESTIMATE THAT AT A 
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MAXIMUM THE CLOSURE OF THE BENGUELA WAS DIRECTLY RESPONSIBLE FOR 
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A LITLE OVER $40 MILLION IN LOST FOREIGN EXCHANGE REVENUES: 

COPPER VALUED AT ABOUT $20 MILLION, MANGANESE VALUED AT ABOUT 
$10 MILLION, CASSITERITE VALUED AT ABOUT $5 MILLION, AND ZINC 
VALUED AT ABOUT $6 MILLION. 

3. IN ADDITION TO REDUCED EXPORT EARNINGS, ZAIRE HAS SUFFERED 
SOME FOREIGN EXCHANGE LOSS FROM THE INCREASED TRANSPORT COSTS OF 
COPPER SHIPPED VIA THE SOUTHERN ROUTE AND FROM LOSS OF REVENUE 
FROM THE ZAMBIAN COPPER SHIPMENTS THAT USED TO TRANSIT ZAIRE 
ENROUTE TO LOBITO. WE DO NOT HAVE HARD ESTIMATES ON THE MAGNI 
TUDES INVOLVED. OUR IMPRESSION IS THAT THEY ARE NOT A MAJOR 
FACTOR IN THE BALANCE OF PAYMENTS THOUGH THEY MAY BE A SIGNIFI- 
CANT LOSS FOR SOME OF THE COMPANIES INVOLVED. IN ANY CASE, IT IS 
DOUBTFUL THAT THE OPENING OF THE BENGUELA WOULD IMMEDIATELY 
ALTER THESE FOREIGN EXCHANGE LOSSES SINCE NEITHER ZAMBIA NOR 
ZAIRE WOULD BE LIKELY TO DIVERT SIGNIFICANT QUANTITIES OF COPPER 
BACK TO THE BENGUELA RAILROAD IN THE NEAR FUTURE. 

4. BEFORE ITS CLOSURE THE BENGUELA WAS THE MOST IMPORTANT SUPPLY 
ROUTE FOR SHABA. NEW FUEL SUPPLIES HAVE BEEN DEVELOPED USING 
ZAMBIAN PRODUCTS REFINED FROM CRUDE OIL SUPPLIED BY PIPELINE FROM 
TANZANIA. COAL AND CORN FOR GEC AMINES CONTINUE TO BE SUPPLIED 
BY THE SOUTHERN ROUTE AS THEY WERE BEFORE THE CLOSURE OF THE 
BENGUELA. SPARE PARTS AND NEW EQUIPMENT FOR GEC AMINES HAVE 
COME IN VIA THE SOUTHERN ROUTE, THE VOIE NATIONAL AND, IN 

SOME CASES, AIR TRANSPORT. AS DIFFICULT AS THE TRANSPORT 
PROBLEMS HAVE BEEN, LACK OF FOREIGN EXCHANGE HAS BEEN THE 
BIGGEST OBTACLE PREVENTING A FULLER FLOW OF SUPPLIES INTO 
SHABA. 

5. INCREASED DEPENDENCE ON THE SOUTHERN ROUTE - AND THE 
CONSEQUENT REDUCTION IN ECONOMIC SECURITY - IS THE MOST SIGNIFI- 
COST TO ZAIRE OF THE CLOSURE OF THE BENGUELA RAILROAD. 

THIS COST IS DIFFICULT TO MEASURE IN DOLLARS AND CENTS. 

IF THE SOUTHERN ROUTE WERE NOW BLOCKED AND THE BENGUELA REMAINED 
CLOSED, SHABA WOULD BE STRANGLED. SO LONG AS THE SOUTHERN ROUTE 
REMAINS VIABLE, THE ECONOMIC COSTS OF THE CLOSURE ARE SERIOUS 
BUT NOT CATASTROPHIC. THROUGH SUBSIDIES TO THOSE COMPANIES MOST 
SERIOUSLY AFFECTED BY THE CLOSURE, THE GOZ IS BEARING DIRECTLY 
A SHARE OF THESE COSTS. 
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6. IF THE BENGUELA WERE TO OPEN TO INTERNATIONAL TRAFFIC, 

ZAIRE WOULD PROBABLY BEGIN BY SHIPPING HIGH VOLUME, LOW VALUE 
MANGANESE ORE TO TEST ANGOLA'S TECHNICAL CAPACITY TO RUN THE 
LINE AND THE PORT AND TO PROTECT THE LINE AGAINST GUERRILLA 
ATTACKS (CAPACITIES IN WHICH THE ZAIRIAN HAVE NO REAL 
CONFIDENCE). WE DOUBT THAT ZAIRE WOULD SEND SIGNIFICANT 
QUANTITIES OF COPPER VIA THE BENGUELA SO LONG AS THE SOUTHERN 
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ROUTE REMAINED VIABLE. THE TANGIBLE BENEFITS OF THE OPENING 
OF THE RAILROAD WOULD BE QUITE MODEST IN THE SHORT TERM AND 
WOULD HAVE NO SIGNIGICANT IMPACT ON THE NEED FOR U.S. ASSISTANCE 
FOR ZAIRE. EVEN WITH THE LONDON AGREEMENT. IMF CREDITS, THE 
EXTENSION OF THE PARIS ACCORD AND ESTIMATED FOREIGN AID, ZAIRE 
WILL STILL HAVE A SUBSTANTIAL FINANCIAL GAP TO BRIDGE IN 1977. 

CUTLER 
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